
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



THE CONCEPT OF NORMAL PRICE IN 
VALUE AND DISTRIBUTION 

SUMMARY 

" Primary " value theory and distributive theory call for the same 
formulation of the market price concept but for different conceptions of 
normal price, 66. — Contrast of market price and normal price points 
of view, equilibrium between amounts vs. between rates of flow, 68. — 
Limitations; meaning of cost of production, 72. — Clark's "Static 
State " the same concept as Marshall's long-period normal price of 
consumption goods, but incorrectly applied to distribution, 73. — This 
concept applicable in " sub-distribution," which is practically more 
important than the theorist's division of income into general shares, 84. 

— Criticism of Marshall's equilibrium levels of wages and interest, 89. 

— Conclusion: Marshall's theory a correct logical definition, but appli- 
cable to reality only as determining a " tendency " which may be over- 
come by other tendencies; contrast with Clark; contrast with Mill, 95. 

The present paper is an attempt to examine, clarify 
and make precise the meaning of normal price, with 
especial reference to differences in the way in which it is 
to be defined in the two leading classes of price problem 
with which economic theory deals. It will be shown 
that in what may be called primary valuation, or the 
valuation of consumption goods, normal price must be 
defined in a way which has no valid application to the 
case of secondary valuation or distribution, the valua- 
tion of productive services. 1 It is the writer's belief 
that a clear distinction of issues and points of view in 

1 Superficially viewed, there seem to be three valuation problems in economies 
instead of two, relating respectively to consumption goods, productive services (the 
" usance " — Fetter — or rent of such agencies) and the sale price of the agents them- 
selves. (Durable " consumption " goods are really production goods, as Fetter empha- 
sizes. ) But since the sale prices of productive goods are a function of the rate of interest, 
directly by capitalization in the case of land and indirectly through adjustment of pro- 
duction costs in the case of reproducible capital goods, it is necessary to consider but the 
two. 
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this field will remove one of two causes of confusion 
which explain much of the apparent disagreement 
among theorists, and will resolve into wars of words a 
large part of the lamentable controversies over funda- 
mentals which still characterize (and discredit) the 
science. 

The other source of confusion — to digress for a 
moment — is the pernicious concept of utility dragged 
into economics by Jevons and the Austrians. When 
two obvious facts about " utility " are kept con- 
sistently in view, it will be seen that it is an ethical 
category and can have no place in a descriptive, 
quantitative science. The first fact is that utility is a 
function of scarcity, and the other is that it is purely 
relative. Most writers see both, " off and on " as it 
were, but occasional failures to see them are very 
disastrous. That only relative utility can be dealt with 
scientifically at all is generally recognized. But if this 
be granted it becomes clear that the facts compre- 
hended in the demand curve, in terms of price or will- 
ingness to pay money, are all that are left which can be 
measured or discussed. The only conspicuous effect 
of the introduction of utility as a concept distinguish- 
able from demand at a price is that few economists 
know much of the time whether they are speaking in 
terms of exchange values or of some wholly unformu- 
lated ideal of absolute well-being. It is necessary to 
clear thinking in this field to recognize that when we go 
beyond alternatives as they are and preferences as they 
are, we have passed from the realm of fact to that of 
what ought to be; we have crossed the line which 
divides economics from ethics, and can then proceed 
only in the light of a tenable concept of absolute value; 
there is no intermediate position. It is a good sign 
that the mathematical economists, of the Lausanne 
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school especially, are giving up the utility notion and 
separating economic science from utopia architecture. 
The others will follow. 

The discussion which follows will largely relate to 
and be based upon the work of Dr. Alfred Marshall, 
undoubtedly the most thoro and careful study yet 
made in this field, and that of Professor J. B. Clark, 
who has made current in his " static state " the same 
notion as Marshall's normal price. 1 A comparison of 
Marshall's and Clark's uses of the concept will be found 
especially useful in bringing out the issues. Taking 
the simpler problem first, we may begin by considering 
the meaning and significance of the normal price con- 
cept in the theory of prices of consumption goods. As 
contrasts and comparisons of this field with that of 
" distribution " will frequently recur, the former will 
for the sake of brevity be referred to as " primary 
valuation," both being, of course, valuation phe- 
nomena. 

The general theory of price and the relations of mar- 
ket price and normal price can most easily be expressed 
by the conventional demand and supply curves. These 
apply, without alteration of form, to both analyses, but 
the interpretation is significantly different in the two 
cases. The two figures are precisely alike, and on both 
the horizontal distances have the same meaning, repre- 
senting the scale of prices of the commodity, 2 but the 

1 I pass over entirely the " natural value " of Wieser, which of course is similar in 
nothing but name to the " natural price " of the classical economists or modern normal 
price. Wieser's book seems to me to be a thoroly muddled attempt to argue in terms of 
utility without so much as attempting to define the term. In any case its assumption of 
& communistic state or an equal distribution of purchasing power has never achieved 
any general recognition as a successful logical device for building up a coherent body of 
Talue theory. 

5 It should be noted that I have interchanged the positions of the price and the 
supply and demand axes, compared with the usage of Marshall and of American text- 
books It is more natural and more correct to think of price as the independent variable 
and treat demand and supply as functions of price, as is done in the mathematical 
analysis of Cournot and the Lausanne school. 
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vertical distances represent different conceptions of 
supply and demand. The market price analysis por- 
trays the situation in a market at a particular instant 
of time. It is a momentary or cross-section view of 
the really continuous economic process. An ordinary 
market is of course to be thought of, such as the wheat 
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pit in the Board of Trade, where a particular com- 
modity is for sale for money. The demand curve, D, 
shows by its ordinates or vertical values the amounts 
of the commodity which buyers would be willing to 
take at the time at the various prices. The supply 
curve, S, similarly shows the amounts which would be 
offered for sale. 

Both curves are hypothetical representations of the 
situation at a moment. If such a price, then such a 
demand or supply, all other things equal, is the mean- 
ing, not that the functions will vary in this relation in 
time which does not follow at all. The price point, 
corresponding to the intersection of the curves, is 
simply the price at which the amount offered will be the 
same as the amount taken. The action of competition 
by which price is actually adjusted to this point is 
familiar and need not be gone into. It is not quite 
permissible to assume that in fact exchanges will take 
place at only one price, but this is the ideal result which 
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is approximated more closely as the operation of the 
market is more perfect. 

The normal price analysis, graphically represented 
by the same diagram, shows the continuous process, 
and is in this respect the more realistic of the two. 
Demand and supply are now to be taken as potential 
continuous rates of consumption and production respec- 
tively, at various prices, as opposed to the amounts in 
the preceding case. 1 A clear separation of the two 
meanings of the demand and supply variables, as 
absolute amounts or blocks in the one case and as 
streams or rates of flow in the other, is essential to an 
adequate understanding of the relations of market and 
normal price. In the latter the price point is that at 
which under given conditions the commodity would be 
produced and consumed at the same rate. Why it is 
normal, or stable, is obvious at once. Goods cannot 
long be consumed more rapidly than they are produced, 
and will not long be produced faster than they are con- 

* Marshall of course saw this difference very clearly, and points it out repeatedly. 
Thus he speaks of the supply or demand as a " flow or (annual) amount " of the com- 
modity, and at several points inserts the phrase " in a unit of time " or its equivalent 
(see pp. 343, 345, etc.). He has, however, a way of making the distinction parentheti- 
cally, and does not always make it at all. Only once, I think (in the footnote on page 
344), does he use the word " rate." He nowhere brings together and contrasts the two 
points of view, nor does he use the graphs at all in his analysis of market price. It 
seems to me an error in exposition not to emphasize this difference in viewpoint. Many 
writers (as well as readers) have failed to see it, and have been led into confusion by their 
failure. 

At one point I think Marshall's treatment involves definite error. Matters are need- 
lessly complicated, and as it seems to me the psychological facts at the same time mis- 
interpreted, by recognizing the utility of money as a quantity subject to variation 
(p. 334, § 3). From the scientific point of view it must be treated as an absolute, because 
it is the point of reference from which alone the purely relative magnitudes involved 
become quantitative at all. Any other view carries us at once into an evaluation of the 
values of one individual by those of another, or by some absolute standard, which is 
unavoidable in the normative sciences of ethics and aesthetics, but will not do in a de- 
scriptive science of economics. The only tenable view of utility is that of relative utility 
per unit, which makes it merely synonymous with demand-at-a-price. Economics is a 
science of markets, and in a market it is absurd that any unit of any commodity should 
have to an individual in his right mind a greater importance than that of any other 
commodity unit for which it can be exchanged at will. The utility notion adds nothing 
to that of value and should be abandoned, and with it such concepts as total utility (in 
any other sense than value) and consumers' surplus, both of which, if not entirely 
illusory, are at least irrelevant to economics as the science of exchange values. 



NORMAL PRICE IN VALUE AND DISTRIBUTION 71 

sumed. If the adjustment were perfect, the quantity 
of goods actually in the market at any time would be 
negligible; they would merely flow through the mar- 
ket, coming in and going out at the same rate. The 
existence of an appreciable stock is the consequence of 
the fact that the adjustment is generally imperfect, and 
it serves to cushion the shock of deviations from normal 
conditions and to smooth the price curve in time. 

The word potential, again, in connection with de- 
mand and supply in normal price is quite as important 
as the word rate. The normal price is that at which 
production would exactly equal consumption, which it 
only rarely and accidentally does in fact. The curves 
show the rates at which consumption and production 
would take place at varying prices, other things being 
equal. Strictly speaking, other things cannot be equal. 
Any actual readjustment of the consumption or pro- 
duction of any commodity by way of bringing its 
price closer to the normal point or otherwise, must 
obviously involve changes in the consumption and 
production of other commodities, and ultimately affect 
practically the whole economic system. Thus one 
price cannot be normal unless all other prices are so, 
and normality is really a condition of the whole system. 1 
Hence these curves tho they represent processes in- 
volving time, must not be thought of as showing con- 
comitant variations in time; each portrays merely the 
hypothetical relation between its two variables (price 
and consumption or production), under given condi- 
tions. It does not follow that when one of the variables 
does undergo change the other will change correspond- 
ingly, because many other things may happen in the 
meantime, and some other things necessarily will 
happen. 

1 As in the system of normal equilibrium of the mathematical economists. 
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But when as in the study of primary valuation we are 
considering a single commodity, relatively unimportant 
in comparison to the whole field of demand and supply, 
and a restricted range of price fluctuation, remembering 
that outside redistributing effects are spread over 
virtually the rest of the entire economic system, these 
secondary changes do not produce great distortion in 
the curves. They may therefore be neglected without 
involving considerable error, and the curves taken as 
showing the character of the relation between the two 
variables at the time. 1 This qualification will be found 
to be of fundamental importance in the discussion of 
distributive theory, where a very different situation is 
met with. 

The curve of rates of supply is a cost of production 
curve. Under competition, goods will be produced at 
any price at the maximum rate at which they can be 
produced at that price; a slower rate would lead to 
abnormal profits, and a more rapid one to losses. 
What is not always so obvious, however, is that this 
fact generalized for the system means merely that pro- 
ductive services (like incomes) tend to distribute them- 
selves among competing lines of employment in such a 
way as to bring in equal returns or have equal " specific 
importance " in all of them. The hackneyed principle 
that normal price is the cost of production, or that 
prices tend to equal the cost of production, is really just 
another way of stating the self-evident truth that the 
natural adjustment of production as a whole is that 
adjustment in which every productive agency is put to 
its most profitable use or divided among competing 
uses in such a way as not to be more highly paid in one 
than another. Cost of production is merely the money 

1 Speaking with logical precision, it is only for an infinitesimal distance each way 
from the actual price at any time that the curve is entirely valid; it shows only the 
direction in which the function begins to vary. 
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value of the uses of productive agencies embodied in a 
thing, and these values are fixed by the competition of 
all the uses to which the services may be put. Hence 
equality of value and cost is equality of remuneration 
of the productive services in the commodity with what 
they would receive in other employments. Of course 
not all the productive services entering into any com- 
modity have or need to have an equally good compet- 
ing use; but in so far as the price of the commodity is 
determined by competitive production, some part of its 
supply is dependent upon the use of some agency to 
which this condition applies, and this is true of practi- 
cally all commodities. If it could be generally seen 
that equality of price to cost is merely alternative 
phraseology for the fundamental axiom of rational 
conduct, the distribution of limited resources to equal- 
ity of remuneration in all uses, the perennial wearisome 
controversies over cost of production, whether it is 
cause or effect of price, etc., would certainly cease; for 
in the light of this obvious truth they are in fact so 
much meaningless verbiage. 

What the potential rate of production is, at any 
price, at any moment, depends on the length of time 
hypothetically to be allowed for readjustments. 1 Two 
important and fairly distinguishable cases are recog- 
nized by Marshall whose theory we have followed, and 
whose definition of normal price we may now compare 
with the static state of Professor Clark. After stating 

1 We may neglect the effect of this consideration on the side of consumption, since 
here readjustments will require time only to the extent that consumers hold stocks of 
goods bought in advance and subject to limitations in the time of consumption, which 
may be assumed to be very small. 

It follows that the rate of consumption is dependent on the rate of production, rather 
than the other way. Many economists are vehement in their insistence that demand is 
causal, and production effect; it is natural to think of it this way, and it is true, in a 
teleological sense. But the readjustments which tend to bring a situation toward the 
normal when it is divergent from it, originate on the supply side. The normal price 
adjustment is an adjustment of production to a demand schedule which remains 
unchanged, tho of course the consumption of the commodity changes. 
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that in discussing market price, supply means the 
stock which is " on hand, or at all events ' in sight/ " 
he says: * "As regards normal prices, when the term 
normal is taken to relate to short periods of a few 
months or a year, supply means broadly what can be 
produced for the price in question with the existing 
stock of plant, personal and impersonal, in the given 
time. 2 When the term normal is to refer to long 
periods of several years, supply means what can be pro- 
duced [meaning again " the rate of production pos- 
sible "] by plant, which itself can be remuneratively 
produced and applied within the given time; while 
lastly, there are very gradual or secular movements of 
normal price caused by the gradual growth of knowl- 
edge, of population, and of capital, and the changing 
conditions of demand and supply from one generation 
to another." Marshall's discussion, so far as published, 
deals mainly, as he goes on to say, with the second 
meaning of normals. At another place (p. 347) he 
describes " natural " value (referring to Smith and the 
early economists) as " the average value which eco- 
nomic forces would bring about if the general con- 
ditions of life were stationary for a run of time long 
enough to enable them all to work out their full 
effect." 

Marshall's second or long-period meaning of nor- 
mal price is identical in all respects with that which 
Professor J. B. Clark employs under the name of the 
" static state." " What are called ' natural ' stand- 
ards of values and ' natural ' or normal rates of wages, 
interest and profits are, in reality, static rates. They 
are identical with those which would be realized if a 

1 Principles of Economics, p. 379. References are to the sixth edition. 

2 " In the given time " here should mean that the supply spoken of is a rate of supply 
possible at the end of the given period, other things equal; it is inaccurately expressed. 
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society were perfectly organized but were free from the 
disturbances that progress causes." The static stand- 
ard is defined by supposing " that all dynamic in- 
fluences should cease at once, while static laws continue 
to operate for an indefinite time." l The " dynamic 
influences " are very explicitly enumerated: increase 
of population, accumulation of capital, improvements 
in industrial methods, improvements in business 
organization, and multiplication and refinement of 
wants. Marshall's list is nearly the same tho not quite 
so complete; he shows more reluctance to stick 
rigidly to heroic hypotheses, as when in his working 
definition he fixes the period of readjustment at 
" several years," tho in another place as noted, he also 
defines it as unlimited; he has not yet published a dis- 
cussion of the " secular changes " of an elaborateness of 
detail equal to Clark's discussion of his corresponding 
" dynamic state " as given in his two volumes. But 
the ground covered is the same and there is no impor- 
tant difference between the two formulations of the 
idealizing hypotheses. 

It is, therefore, remarkable to find that fundamen- 
tally different use is made of the same idea by the two 
authors. With Marshall it applies exclusively to what 
we have called " primary valuation," the sale prices of 
things, especially consumption goods. When he comes 
to the discussion of distribution, the prices of the usance 
or rent of productive agents, he does not employ the 
concept as thus defined at all. On the other hand, it 
is precisely in connection with distribution, and here 
alone, that Clark does make use of it. He treats of 
primary valuation only in an incidental way (in his 
earlier work in which the static state hypothesis is 
elaborated), and when he discusses value it is a 

i The Distribution of Wealth, pp. 29, 429. 
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modernized pain-cost theory that he gives us. 1 An 
examination of this contrast in viewpoints will throw 
light on some of the fundamentals of distributive 
theory. It will lead to the conclusion that Marshall's 
usage is the correct one, while distributive theory calls 
for a different formulation of the normal price concept. 
But first it is necessary to make clear the contrast be- 
tween the two points of view of market price and normal 
price in the field of distribution, where they have been 
still less adequately distinguished than in primary value 
theory (in fact hardly distinguished at all in any definite 
way) and where still worse confusion has resulted. 

The theory of the market prices of productive serv- 
ices is somewhat more complex than that of consump- 
tion goods, but not different in principle, and is fairly 
well worked out in the marginal or specific productivity 
analysis. 2 The demand for productive services being 
indirect, we have on this side of the relation to take 
account of " diminishing technical productivity " as 
well as " diminishing utility " (in the product) in draw- 
ing the demand curve. More correctly stated, we have 
the problem of proportioning factors of production in 
making different individual products combined with 
that of proportioning products in consumption. No 

1 Chap. 24. It should be added that in his later work, " The Essentials of Economic 
Theory " (chaps. and 7), Clark gives a much more comprehensive analysis of value. 
This does not imply any criticism as to the " soundness " of the one referred to above. 
It is quite true that a part of the supply of most commodities is marginal on the ground 
of " pain-cost," and in this sense " pain " determines value. 

On p. 29 of the Distribution of Wealth, Clark connects the terms " natural value " 
and " natural wages and interest " in a way which clearly commits him to the view that 
the underlying theory is the same in the two cases. See above, p. 74 for the quotation. 
The application to primary valuation is made a little more explicit in Essentials of 
Economic Theory, chap. 7, esp., pp. 120, 121. 

1 There is some objection (even that not well founded) to the use of the word 
" productivity," and some difference of opinion as to the meaning and application for 
practical purposes of the distributive theory called by this name. There is, I take it, no 
real disagreement among economists of repute as to how the mechanism of competitive 
distribution actually works. 
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particular comment is called for here, except to em- 
phasize the fact that the question is exclusively one 
of proportions in both cases, which is not always 
adequately recognized. 

On the supply side there is more to be said. The 
specific productivity theory (as formulated by Pro- 
fessor Clark J ) completely neglects the variability of 
the supply of productive services with their price at a 
moment, or treats it as completely invariable, which it 
is not quite justified in doing. It is true that the 
supply of any particular kind of material agent is 
given at a moment, and that generally speaking the 
whole supply will be employed at maximum capacity 
independent of price. The supply in a particular use 
is of course indefinitely variable with price, depending 
simply on adaptability. But in the case of labor and 
free capital, as groups or funds, there is some, tho a 
very limited, variability with price in the amount avail- 
able, even at a moment. A few laborers may be on the 
margin as to whether to work at all or not, depending 
on the wage offered, and many will probably work 
more or less intensively and for a longer or shorter day. 
In a similar way, a larger or smaller share of the dis- 
posable surplus income in the society at a moment may 
be supposed to be available for investment uses at 
higher or lower interest rates. 

It is to be insisted upon, however, that the possible 
variation here is small. The supply curve is not quite 
a horizontal straight line (vertical on the usual form of 
diagram) , but is very slightly inclined. The form of the 
curve at any considerable distance from the actual cur- 
rent price point is a matter of pure speculation, is of no 
significance, and should be left out of account. The 

1 Marshall is more careful here also. Principles (6th ed.), Mathematical Appendix, 
note liv, esp. f pp. 849, 850. 
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situation in regard to general wages or general interest 
is of this sort. Not only is the supply at a moment 
extremely inelastic, but the demand is almost indefi- 
nitely elastic. The result is that no possible change in 
either can in a short time cause any considerable 
change in price. This we know to be true; general 
wages and the pure interest rate change very little and 
very slowly. 

But as a matter of fact, general wages mean rela- 
tively little anyway, and general interest perhaps not 
as much more as is sometimes supposed. Significant 
practical questions relate rather to particular kinds, or 
to agencies in particular uses. From this standpoint 
we can say of labor or any other sort of productive 
agent that the elasticity of both demand and supply 
at a moment depends mainly on its degree of speciali- 
zation. And since it matters not at all what may be 
substituted for any agency in any use, labor, land, and 
capital goods and all kinds of each replacing each other 
with all possible degrees of facility or difficulty in dif- 
ferent situations, we have but one general market price 
law of distribution. Under free competition, the in- 
come imputed to any kind of productive agency, in any 
use or in general, is such that the demand and supply 
of productive capacity in that use, or of that kind in 
general, are equal. Of course the competitive re- 
muneration is the marginal or specific product of the 
amount employed, but the variability of this amount 
with the price itself must be taken account of in a com- 
plete and correct explanation of price. The principles 
involved are evidently identical with those governing 
the market prices of consumption goods. From this 
point of view, the traditional classification of produc- 
tive agencies into the "factors" land, labor and capital 
(goods) is without significance and misleading. The 
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interest problem does remain distinct, but only because 
free capital is not a separate productive agency. 1 

More important and more difficult is the problem of 
normal prices of productive services or the problems of 
normal wages, rent, quasi-rents (returns on particular 
kinds of capital goods — Marshall's term) and interest, 
(the return on loaned free value funds). The points 
calling for notice in the present limited discussion will 
be exclusively on the supply side. Little question will 
in any case be raised as to treating the demand for pro- 
ductive services as a function of their price over long 
periods and with other things equal; at least this pro- 
cedure is as valid here as in the case of consumption 
goods. The crucial problem of normal price is that of 
normal supply — and of reactions of supply changes 
upon conditions of demand, but this will appear in 
time. We may therefore eliminate land from the dis- 
cussion at once, since it has by definition no conditions 
of supply at all. 2 The distributive category designated 

1 Professor Davenport is right in attacking the traditional classification of the factors 
(Economics of Enterprise, chap. 22), but unfortunately fails to recognize the limitation 
as to the market price viewpoint. It seems, however, that he does not acknowledge the 
validity of any other viewpoint. We shall gee that for the normal-price problem, the 
classification, except for the confusion of capital and capital-goods or interest and 
quasi-rent, is valid and necessary. 

2 Into the controversy as to whether land should be separated from capital goods or 
included in one class with them, we need not go deeply here. The question seems to be 
the common one of when a difference in degree becomes a difference in kind, and the 
answer to depend on the purpose for which the classification is made. The difficulty of 
identifying and measuring agencies or qualities in agencies which are really invariable in 
supply with changes in price (as land must be defined if it is to be recognized as a sepa- 
rate category) will bring the term back into our discussion at a later stage (p. 96, note). 

In this connection it is appropriate to note that it is the normal-price point of view 
which brings into theory the classification of productive agencies into the " factors " 
land, labor, and capital (-goods). At a moment, as just observed, there are all degrees of 
complementarity and competition between agencies of all kinds, depending on the cir- 
cumstances, and only one principle of distribution can be recognized; this is the prin- 
ciple of specific productivity, which is merely a different formulation of the principle of 
rent, as Hobson and Clark especially have pointed out. But the conditions of contin- 
uous supply do differentiate the traditional three classes of productive goods in the most 
definite way (assuming that there is such a thing as " land "). Land has no conditions 
of supply at all, a fixed quantum of it being given by nature; capital goods (which is the 
meaning of " capital " as a productive agency) are freely reproducible in the same way as 
ordinary consumption goods; while in the case of laborers, tho the supply is variable and 
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as " quasi-rents " may also be passed over. In the 
long run and under competitive conditions these will be 
simply the rate of interest on the cost of producing the 
goods which yield them. There are left labor and free 
capital, or wages and interest, which involve serious 
problems of normal price. 

The essential points for present purposes in these 
problems can be brought out by reverting to the con- 
trast between Clark and Marshall. Taking up first the 
view which is held to be incorrect, we shall now show 
why the concept of the static state, or long-time normal 
price, as used in primary valuation theory, is inappli- 
cable to the problem of distribution. After which, an 
examination of Marshall's own theory of normality in 
the distributive shares (not expressly so called by him) 
will indicate that it also is subject to serious modifica- 
tion and limitation. 

The fallacy involved in the application of the static 
analysis to distribution theory is in brief that the 
hypotheses defining the static state explicitly fix the 
supply and demand of labor and capital arbitrarily at 
the amounts available at the moment the hypotheses 
are made ; and since the major premise of all normality 
reasoning is that prices must be functions of supply and 
demand, the prices are thus at the same time arbi- 
trarily fixed, and hence neither can in any proper sense 
be called " natural." There is manifestly no similarity 

is connected with price in several ways, the connection is of an entirely different sort 
from that which obtains in the case of things commercially produced for profit. 

It is noteworthy perhaps that a similar division can be made of consumption goods, 
but this is not generally done in any definite way, simply because two of the classes are 
relatively unimportant. Most by far of consumptive wealth is subject to free reduplica- 
tion under commercial conditions. But there are such goods which are not reproducible 
at all (analogous to land) as for example the " Old Masters," and meteoric stones which 
gave trouble to earlier economists. Examples of the third class are still harder to find, 
but they exist. Products turned out mainly for the amusement of the makers in spare 
moments, or still better those made in institutions to keep the inmates occupied, illus- 
trate the genus; these are analogous to laborers in that their supply is variable but only 
indirectly connected with their price. 
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between a stability arbitrarily imposed in this way and 
a natural stability due to the variable being in a posi- 
tion of equilibrium. If the " five dynamic changes " 
are eliminated, or the " fundamental conditions of 
life " remain stationary, the rates of interest and wages 
can never move from the (market-price) position they 
were in when this condition was imposed. Given a 
static population with static wants, and given also a 
static condition of technology and business organiza- 
tion, there can be no change in the demand for capital 
or labor, while the assumptions of a static population 
and no accumulation of capital explicitly preclude all 
changes in the supply; hence the price must remain 
stationary. There can be no chance for movement 
toward a position of natural equilibrium, if one could be 
defined, for there can be no movement at all; and 
certainly these conditions cannot define such a posi- 
tion. It is surely not permissible to impose conditions 
which fix the prices in question at the accidental pres- 
ent rates, and then define as normal the prices that 
" will result " under these conditions. 

This of course is not just what Professor Clark aims 
to do. The answer to the criticism would be that at the 
moment when the arbitrary conditions are imposed 
capital and labor are not getting the amounts which 
the demand and supply would fix, that a part of this 
sum, in a dynamic society at any time, is going to 
entrepreneurs in the form of profit. Under the static 
assumptions then, the redistribution of profits is sup- 
posed to bring interest and wages to a new and higher 
level, which is the normal sought for. 1 

1 Distribution of Wealth, p. 407. " On any particular day, we can say that static 
law governs society, establishing for workers a rate of pay that is higher than the actual 
rate; [and similarly for capital, p. 410] . . . the standard of pay for labor [and capital] 
at this moment is what the actual pay would be, if we were to stop all dynamic changes 
and let the fruits of the changes that have thus far been made convert themselves into 
additions to wages and interest." 
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But this reasoning involves a fallacy, or at least a 
very improbable and wholly inadmissible assumption, 
which also strikes at the root of Professor Clark's 
whole theory of profit. His theory involves the con- 
ception of profit — " pure profit " or that which is not 
reducible to wages and interest as a net aggregate dis- 
tributive share, automatically created for the benefit 
of entrepreneurs by the operation of the " dynamic 
changes." Now it is evident that this will not do; 
the industrial system does not have quite this benevo- 
lent solicitude for any particular social class, and if 
it did, the competition for positions in the class in 
question would have to be radically dealt with. 1 In 
the first place, it needs but to be pointed out that 
changes as such cannot give rise to profits at all ; in so 
far as any change can be anticipated its effects will be 
capitalized in advance and no profit will accrue. The 
change, to create a profit, must be uncertain, and if 
an expected change fails to occur, profits will accrue 
in the same way. It is uncertainty, the possibility of 
change occurring or not occurring, or the unpredictable 
character of its consequences if it does occur, and not 
change itself, which creates profit. 

Furthermore (and this is really another aspect of 
the same fact) unexpected occurrences (and failures of 

1 This may seem unfair inasmuch as Clark emphatically credits the entrepreneur 
with being himself the cause of dynamic change or of industrial progress, and treats 
profit as his remuneration for this activity. (Distribution of Wealth, p. 411). But in 
the first place there is only one of the enumerated changes (improvement in business 
organization) that can be attributed to the entrepreneur, or possibly two, if we fix our 
attention on the application of advances in technology rather than on invention. And 
even here it cannot well be contended that there is a decided tendency for the profit 
resulting from an improvement to fall into the hands of an individual entrepreneur 
solely responsible for making it. More fundamental, however, is the obvious fact that 
if the profit to be realized from an improvement can be foreseen, competition will reduce 
the profit to wages and interest at the usual competitive rates on the outlays of labor 
and capital necessary to bring about that improvement. Such wages and interest 
in dynamic operations being the same in amount and determined in the same way as 
those received in routine activities, there is no apparent reason for calling them by 
a different name. If " pure profit " only is kept in view, it cannot be treated as a 
reward for dynamic activity. It is uncertainty or unpredictability, not change as such 
nor activity as such resulting in change, which gives rise to profit. 
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expected ones to occur) create losses as well as profits. 
The actual situation is a strong competition in the 
business of anticipating the course of change and mak- 
ing adjustments to future conditions. The business 
men with superior foresight, or better luck, make gains, 
those with poorer foresight or luck, suffer losses. 
Profit arises out of the nature of the entrepreneur 
organization of industry, the concentration of uncer- 
tainty in a small economic class through the contract- 
ing for the uses of productive agencies at fixed prices in 
advance of the sale of their products, amounting to a 
distribution of income before it really comes into 
existence. It is connected with what some writers 
have called " successful risk-taking," a term more 
descriptive than explanatory. Whether there is any 
such net aggregate share as profit in society as a whole, 
will obviously depend on whether business men at the 
time when they contract for the use of productive 
agencies on the average over- or under-estimate the 
returns which they will ultimately realize from their 
use. If on the whole and in the long run they are more 
pessimistic and timid than the facts warrant, profit on 
the whole will be realized; if they are optimistic or 
rash, loss will result. 

What the facts of the case are it is of course impos- 
sible to determine accurately. But when we consider 
the stimulus of the competitive situation, the influence 
of other than economic motives and the general rule 
in the psychology of speculation and gambling under 
such conditions, it seems more probable a priori that 
the net result is a loss rather than a gain, and the better 
opinion seems to be in favor of this view. The sum of 
the incomes received by entrepreneurs as a class prob- 
ably does not quite amount in the long run to rent, 
interest and wages at competitive rates for the produc- 
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tive services which entrepreneurs as a class furnish to 
industry (outside their pure entrepreneur function). 
The static adjustment would make additions to wages 
and interest at some points, but it would make sub- 
tractions from them at others, probably fully equal if 
not greater in aggregate amount. 

The same reasoning applies to any hypothetical 
transfer of income from the wages category to that of 
interest, or in the reverse direction. There would be 
such transfers on a large scale in the course of the static 
readjustment, undoubtedly; but it is wholly inadmis- 
sible to assume that there would be an appreciable 
net balance either way. It cannot be argued that the 
" static rates " would vary significantly either way 
from the actual rates at the time the assumptions were 
made. 

Before leaving this subject it should be pointed out 
that there is a field of distribution in which the static 
hypothesis of normality is applicable and significant. 1 
That is in the more minute subdivision of income, the 
rates of pay for particular kinds of laborers and capital 
instruments (" capital " in different " forms "). Here 
there would under Clark's assumptions be much read- 
justment and significant changes in rates of remunera- 
tion, leading to a " normal " rate for each laborer or 
agency which is of much more concern to him, or its 
owner, than any theoretical changes in general levels, 
because the pay of any one agency at any time depends 
much more on this subdistribution of income than it 
does on its division into the primary shares. But it is 
the theory of the general levels that economists treat 
under the head of distribution, and here there would be 
no important change. 

Cf. supra, p. 78, on the subject of general wages and general interest. 
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Marshall with his characteristic caution, amounting 
at times almost to vagueness, does not lay down uni- 
versal principles of distribution; he discusses the 
problems of interest and wages separately, each on its 
own merits, and I think does not even expressly apply 
the term " normal " in any technical sense to either of 
them. 1 But as he has defined normal price to be the 
condition of stable equilibrium of demand and supply, 
and since he does explicitly recognize this condition, it 
is fair to use the terms " normal wages " and " normal 
interest " to characterize his equilibrium rates. After 
a fair and careful discussion of the connection between 
the supply of labor (quantity and quality) and wages 
(Bk. VI, chap. 2, §§ 2, 3), he concludes in perfect Ri- 
cardian style (p. 532) that " a rise in its [labor's] 
demand price increases the supply of it," that " there 
is a certain level of the demand price which will keep 
[the supply] stationary," and that consequently, 
" wages tend to retain a close tho indirect and intricate 
relation with the cost of rearing, training and sustain- 
ing the energy of efficient labor." Similarly in regard 
to interest: (p. 534) "... a strong balance of evi- 
dence seems to rest with the opinion that a rise in the 
rate of interest, or demand price for saving, tends to 
increase the volume of saving. Thus then interest . . . 
tends towards an equilibrium level such that the 
aggregate demand for capital in that market, at that 
rate of interest, is equal to the aggregate stock forth- 
coming there at that rate." 2 

Perhaps the difficulties in this position may best be 
approached through an inquiry respecting the paral- 
lelism of the definition of normality in this case and in 

1 The phrase " normal wages " in the Table of Contents referring to Bk. VI, chap. 2, 
§§ 2-4, apparently means merely " ordinary," " general," or " average " wages. 

' There follows an important paragraph of qualifications and limitations partly along 
the general line of my criticisms. 
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that of primary valuation. What, we may ask, are the 
conditions which must be assumed under which the 
variables are to work themselves out toward the posi- 
tion of equilibrium ? It is evident that normality 
must be a condition which the phenomenon studied 
" tends " to approach, and arrived at which it would 
tend to remain stationary. That prices do not at once 
move to the position of normality and stay there is due 
to some sort of " disturbance," which if we are to 
understand and use the concept it must be possible to 
identify and so define the normal in terms of hypotheti- 
cal conditions under which it would be reached, as was 
done in the case of primary valuation. There must be, 
in short, " dynamic changes " to be eliminated or 
" fundamental conditions of life " to be held stationary, 
while a readjustment under the influence of more con- 
stant and universal economic forces takes place result- 
ing in a " natural " or " static " condition of industry 
as a whole. The argument has shown that these 
idealizing assumptions must be different in this case 
from those previously used, but as some concept of 
normality is necessary in distributive theory also, to 
place it on any sort of scientific basis, it is important to 
fix the meaning of the concepts employed and their 
function and application. 

It should be recognized first of all that it is the 
changes in phenomena which stimulate our scientific 
interest and call for explanation. The operations of 
the scientific intellect are all reducible to formulating 
the unknown in terms of the known, which I suppose is 
equivalent to saying the formulation of change in terms 
of the unchanging. Now the changes in the values of 
consumption goods are relatively short-period changes, 
and the readjustments of productive arrangements to 
price changes are also quickly effected, while the read- 
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justments in consumption practically do not require 
time at all. These changes are in fact principally dom- 
inated by the shifting of demand from one field to 
another and the corresponding shifts of productive 
activity. Only in a degree so small as to be negligible 
in comparison are such (primary) price changes due to 
any permanent alteration in the demand for commodi- 
ties or in the productive capacities of society viewed as 
wholes. The serviceable hypothesis of idealization for 
primary value theory is therefore a natural or ideal dis- 
tribution of the existing fund of social productive 
capacity in relation to the existing total fund of de- 
mand in the society. Since in reasoning teleologically, 
as we properly do in economics for the most part, the 
demand schedule is the ultimate independent variable, 
it is to be taken substantially as it exists at the moment, 
tho it is wise to abstract from momentary and capri- 
cious fluctuations or smooth the curve as far as practi- 
cable. General changes in demand, 1 or in conditions of 
supply, even if they can be found and described, are still 
outside the sphere of purely economic reasoning, since 
the demand schedule cannot itself be viewed as depend- 
ing upon price. 

The same reasoning holds good in what we have 
called sub-distribution, the determination of the in- 
come of particular laborers, machines, acres of land, 
etc., or the remuneration of agencies of narrow classes 
and in particular uses. Fluctuations here are indeed so 
intimately connected with changes in the values of 
consumption goods as to be virtually phases of the 
same phenomenon; the conspicuous changes are the 
result of re-distributions and not changes in totals. 

1 Changes in conditions of demand or in the demand schedule, or total price-paying 
disposition in the market are of course meant. The current terminology is ambiguous, 
" demand " being used to designate this concept and also the actual consumption at a 
given price. The distinction is fundamental in this discussion and it is hoped that the 
terms have been used so that no confusion need result. 
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The " normal " returns to particular kinds of labor or to 
capital in particular uses should then have the same 
meaning and be defined with reference to the same 
static assumptions as in the case of primary values, 
which is to say those already discussed, eliminating 
changes in the general levels of the distributive shares. 1 
In both cases, moreover, it seems highly desirable to 
differentiate the meaning of normal in accordance with 
the time to be allowed for readjustment, as Marshall 
does in his short-time and long-time views, and as 
Clark fails to do in any definite way. The importance 
of this lies in the fact that if a new condition of affairs 
is temporary, there will be little or perhaps no tendency 
to make the static readjustments which would bring 
the situation to the corresponding normal ; hence very 
different standards have to be used in the study of 
long-period and short-period fluctuations. 

The distinction between long-period and short- 
period changes is also fundamental to the problem of 
formulating static hypotheses for the definition of 
normal distributive shares in the ordinary, broader 
sense of general wages and interest. Here a very dif- 
ferent situation confronts us in the enormously greater 
extent of the changes that are to be studied and of the 

1 This problem of what I call " sub-distribution " has not received attention at the 
hands of economists in proportion to its relative practical importance — tho here again 
Marshall should be distinguished for having gone very far in the right direction. This 
is the phase of distribution with which the business man or owner of productive services 
is almost exclusively concerned. Even the owner of money or *' free capital " lent for 
investment has it in concrete property to whose market vicissitudes he is rarely indif- 
ferent. Tho general levels of interest, wages, etc., seem to have more appeal to the 
scientific interest of the theorist, men's incomes are determined in by far the greater 
part, over periods in which individuals are interested, by the other sort of (re-distributive 
or sub-distributive) considerations. In addition, the general levels are extremely hard 
to define satisfactorily (cf . Marshall ) and finally, those slow changes which they undergo 
are largely dominated (as we shall presently show) by extra-economic forces. 

It seems to the writer that Professor Cannan has inverted the relative importance of 
distributive problems in his distinction between " pseudo-distribution " and distribu- 
tion proper " (in his Theories of Production and Distribution, chaps. 7 and 8). In addi- 
tion his " wages per laborer," etc., do not go far enough in recognizing that it is the 
particular, concrete worker, machine, acre, etc., that we are interested in„more than 
typical or average cases. 



NORMAL PRICE IN VALUE AND DISTRIBUTION 89 

time intervals over which they extend. These incomes, 
the prices of labor and capital usance, vary little in 
short periods of time but are subject to changes which 
are gradual and indefinitely continued. This means 
that the actual levels of these prices may at any time 
be relatively much farther from the normal, in terms of 
the time naturally required to effect the readjustments 
involved. 

The consequence is that the assumption underlying 
all normality reasoning, the drawing of hypothetical 
demand and supply curves in terms of price, with other 
things supposed unchanged, is here hardly admissible. 
It could be used in the case of consumption goods only 
because the fluctuations are rapid and one commodity 
nearly negligible in comparison with all the rest of the 
system. In distribution also, instead of the hosts of 
kinds of consumption goods, we are dealing with two or 
at most three " commodities." And still further, the 
inter-relations of the demand and supply functions of 
the commodities we are now concerned with, labor 
and capital usance, are of a peculiarly intricate and 
vital sort. 

The conditions to be held constant in order to realize 
natural or normal prices for the services of laborers and 
of capital can, as for consumption goods, be none other 
than the conditions of supply and demand of those 
commodities. 1 Now as soon as the question is clearly 
put, of treating the supply and demand of capital and 
labor as definite functions of interest and wages respec- 

1 The terminology here is confused, as we have no word for the services of capital cor- 
responding to labor, the services of laborers; also from the fact that " labor " is used as a 
collective term for laborers as well as to designate their services. Demand for either 
capital or laborers as such is really meaningless, for capital is virtually a quantity of free 
value, and laborers are not bought and sold. However, we shall for brevity use the 
expressions demand for capital and labor, meaning the services of capita] and of laborers. 
The supply of capital usance may be treated as identical with that of capital, but in the 
case of labor we must consider variations in capacity and in intensity of activity iu 
addition to the question of numbers (as Marshall does). 
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tively, the difficulties are brought into view. This will 
pass in the case of demand (consumption, not condi- 
tions of demand), other things equal, and Marshall's 
argument that the supply of labor and capital tend to 
increase with an increase in wages and interest, other 
things equal, is also fairly convincing ; 1 but what are the 
" other things " that must be equal ? It develops at 
once that they are principally the supply and demand 
of capital and labor themselves. Any change in any of 
these functions by way of approach to its normal rela- 
tion to price completely upsets the form of the other 
functions, and then that of the first one to vary, and so 
on without end, and there is hardly a real approach to 
an equilibrium condition at all. These reactions are by 
no means negligible here, as in the case of consumption 
goods, where changes in the price of one do indeed pro- 
duce small changes in the conditions of supply and 
demand of others but do not appreciably disturb the 
tendency to a definite equilibrium. 

Take the case of the supply of labor. Passing over 
the more immediate difficulties, let us suppose that it 
tends to be a function of the wage level, as Marshall 
argues: what is the normal supply at a given wage, and 
what are the given conditions ? Following the classical 
writers, tho with more careful reservations, Marshall, 
as we have seen, views the cost of producing laborers 
or of laboring capacity as the determining factor. Of 
course the connection between the " cost " and the 
supply in this case is quite different from that of the 
commercial cost of production of things made for 
profit, but the result might be much the same. But 
since it is the standard of living, which must operate to 
keep this functional relation unchanged, the standard 

1 This is not well stated; as it stands, it presupposes a normal state of things when 
the change in price takes place. In general terms, the supply tends to increase more 
rapidly or decrease less rapidly with an increase in price, and vice versa. 
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itself must obviously remain unchanged with changes 
in price (wages), and we know that it will not. 

However, if the standard of living itself were a 
definite function of price, of such a character that it 
tended to move to meet the latter, as it were, there 
would be a point of stability, tho with the relations 
much more complicated. In a progressive society 
something of this sort seems to take place. If the 
psychological minimum which controls the supply of 
laborers is below the scale of living of the actual wage 
level, population tends to increase, lowering the wage 
and scale of living, and at the same time the minimum 
standard of living tends to rise. Thus the position of 
equilibrium will be reached more quickly than if the 
psychological standard had remained stationary, and 
with wages at a higher level. The normal supply of 
labor is thus in some sense an indirect function of 
price. And it is not quite correct to say that the stand- 
ard of living, even the psychological standard, fixes 
normal wages; rather the normal wage is that at which 
the actual scale of living and the psychological mini- 
mum would be the same, with still other things held 
equal. The character of the function is uncertain even 
in the best-studied progressive societies and wholly 
problematical elsewhere, especially for retrogression 
where we have almost no concrete data. The ideal 
situation might be represented by intersecting curves 
in the same way as demand and supply or utility and 
disutility (i. e., varying proportions of desirable alter- 
natives) in the individual economy. 

To the extent that the standard of living is a deter- 
minate function of the wage level, there is nothing 
inherently impossible in a theory of normal wages, tho 
the situation is indefinitely complicated. But we have 
mentioned still " other things " which must be kept 
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equal. The supply must be allowed to adjust itself to 
a fixed demand schedule. Now in the case of labor it is 
obvious that any change in the supply directly involves 
a change in the demand. The number and productive 
power of laborers in large part constitutes the demand 
for their services; and it is impossible to apply such 
an analysis under such conditions. In addition, the 
amount of readjustment necessary and the rate at 
which it is likely to take place are important factors. 
Since these are such that a considerable time may be 
required to reach the normal condition, i. e., the 
divergence from normality great and the rate of change 
in supply induced by given divergence relatively slow, 
the probability of still other things entering into the 
situation and affecting the result is correspondingly 
increased. 

The fundamental importance of these considerations 
is demonstrated by a glance at the historic facts. I 
assume that the problems we are interested in studying 
are those furnished by the world in which we live, that 
is modern industrial civilization or conditions in 
western Europe and lands peopled therefrom or adopt- 
ing its culture since the Middle Ages, and especially 
since the industrial revolution. Here the psychological 
minimum has been continuously far below the actual 
scale of living (the wage level) as is proved by the fact 
that population has steadily increased. That is, the 
theoretical normal wage has been below the actual level, 
and wages should have tended to fall. We do not know 
how long it would take the increase in population and 
rise in the psychological standard to come to the posi- 
tion of equilibrium at any moment if the conditions of 
demand themselves would remain stationary. We do 
know that in relation to the speed with which the con- 
ditions of demand undergo change from other causes 
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this interval is great enough to permit these " other 
things " to overcome and reverse the theoretical down- 
ward tendency of wages. Instead of falling they have 
risen rapidly, when the period as a whole is taken into 
view. 

A slightly different situation of the same general 
character is met with when we turn to the problem of 
normal interest. Here also, and to a much more pro- 
nounced degree, the normal level of supply correspond- 
ing to other existing conditions at any instant has 
always been far above the actual, as is again proved by 
the fact that the actual demand has never failed to call 
forth increasing supplies ; hence the theoretical normal 
rate of return has been and remained indefinitely below 
the actual rate. It would be idle to guess at what rate 
of interest new accumulation of capital would cease. 
We do know here, however, that the demand for capital 
at low rates, even without change in the present de- 
mand function itself, would be indefinitely great, and 
also that industrial progress is constantly creating new 
demand besides. In the case of interest, the change 
brought about by the increase of capital itself is dif- 
ferent from that of labor in a very interesting way. 
An increase of capital changes in the positive sense 
both the conditions of supply and those of demand of 
capital! Increased capital investments mean new 
income, and new purchasing power is new demand for 
products, and so for the " factors " entering into them. 
At the same time a rise in the income level means a 
decrease in the burden of saving and an increase in the 
rate at which capital would be forthcoming at any 
particular interest rate. At the same time, also, on the 
demand side, increased investments have the opposite 
effect, using up and taking out of the market invest- 
ment opportunities, presumably the best available 
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ones first at all times. Moreover, it is certain that 
even without any " dynamic change " at all, a long 
period of time would be required for sufficient capital 
to accumulate to reduce the interest rate to the 
point where accumulation would cease. That is, the 
normal position is always a long way off and there is 
unlimited room for " other things " to get in their 
deadly work. 

The whole situation is still further complicated, and 
the results of the normality reasoning made subject to 
further discount by the inter-relations of the supply 
and demand of capital and labor. Labor and capital 
may compete as well as complement each other. An 
increase in the number of laborers is an increase in the 
demand for capital as well as for labor. An increase in 
the supply of capital, besides constituting a new de- 
mand for labor, will, since some of it must be supposed 
to accumulate in the hands of laborers, raise their scale 
of living and thus react on the conditions of supply of 
labor. This effect would be greatly magnified by such 
a situation in regard to labor as we have just noted, an 
actual wage above the normal, actual scale of living 
well above the psychological minimum, and resulting 
ease of saving on the part of laborers. The very fact 
of either the wage or interest level being divergent from 
the normal, as well as the effects of change in either, 
greatly distorts the supply and demand functions of 
the other commodity, and nearly or quite deprives its 
theoretical normal of its significance. There is hardly 
an end to the reactions and interactions of changes in 
these functions, but there is no need to follow them out 
in greater detail. They make it clearly inadmissible to 
treat the demand or supply of either capital or labor as 
a determinate function of its price, as normal-price 
reasoning of the usual type requires, and hence to 
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define a normal position of equilibrium of supply and 
demand. 1 

But this is not yet all. In addition to the intercon- 
nections among these functions themselves, the " still 
other things " which must also be assumed to remain 
unchanged are likewise tied up with price changes, and 
cannot be assumed to remain stationary while the 
latter change. If these could in turn be resolved, into 
definite functions of price, i. e., if they were connected 
in determinate ways, this would not be an unsuperable 
objection theoretically, tho the number and relations 
of the functions might well offer a manifestly impos- 
sible problem for solution. But even this much is not 
true. We have seen in the case of the psychological 
standard of living, that it must vary when the wage 
level changes, but it is impossible to say in just what 
manner. The same applies to the relation between 
population and the effective labor supply, and still 
more to the connection between population and the 
demand for labor and the supply and demand of 
capital. 

When we turn to the other three "dynamic changes," 
the development of wants, and the progress of techni- 
cal invention and industrial organization, the case is 
yet more hopeless. It is evident that these are con- 
nected with the price situation, but the precise char- 
acter of the connection is clearly beyond determination. 
There might conceivably be an " equilibrium point " 
in terms of price, a theoretical price at which improve- 
ment would cease, for these also, but we cannot use 
such a hypothesis. They are tied up with economic 

1 AH this assumes, too, that the usual assumptions are sound as to the psychological 
principles involved in the laws of change in supply. It would be outside the scope of 
this paper to undertake a criticism of these psychological assumptions, tho the task is an 
inviting one. A few of the more obtrusive of the commonly overlooked features of the 
situation in the case of capital saving have been referred to in my article in the Quarterly 
Journal of Economics for February, 1916 (pp. 279 ff.). 
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progress in general, but no man can say how; they can- 
not stand still while other readjustments take place, 
yet we cannot tell definitely what will happen to them. 
Their connection with price prevents our leaving them 
out of account as " extra-economic considerations," 
and yet we cannot take them into account because we 
cannot ascertain their laws of change. And they are 
relatively so important as elements in our problem 
that results which do not take account of them are not 
worth much. 1 

Much of this reasoning applies in principle, as we 
have seen, to the theory of normal prices of consump- 
tion goods, but owing to the different conditions and 
somewhat different nature of the problem, such con- 
siderations do not nullify a positive and rapid tend- 
ency toward a definite equilibrium. Now it will be 
seen that changes in supply of the productive factors 
give rise to changes in the theoretical supply schedule 
and therefore in the normal price of consumption 
goods — Professor Clark's " dynamic state " and 
Marshall's " secular changes in normal price." With 
the productive factors in their normal adjustment, and 
other prices in harmony with them, the latter would be 
normal in a different, more ultimate sense than the 
theoretical normal relative to the actual prices of pro- 
ductive services at a moment. This leads to the idea of 
a kind of economic absolute, or state in which there 

1 One of the most conspicuously " dynamic " factors in the progress of industrial 
civilization has been the discovery and development of new natural resources, which is 
also clearly an ultimate condition of supply of everything else. It is not included in 
Professor Clark's list, nor mentioned by Marshall. It is theoretically possible to treat 
this under the head of capital, that is, to view it all as a matter of saving and investment, 
under competitive conditions, of resources already in existence. In the face of the facts, 
however, this procedure has a strong flavor of unreality, not to say of the fantastic. The 
" production " of land no doubt tends to approach the character of deliberate capitalistic 
enterprise, like the erection of buildings or creation of any other productive agency; but 
in its earlier stages it is hardly in this category. It is surely not scientific economics to 
treat in this way the voyage of Columbus or the expeditions of the missionaries into the 
American interior, if even the more ordinary pioneering. 
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would be no tendency to change of any kind. But our 
argument has made it sufficiently clear that such a 
hypothesis is devoid of practical meaning. The effects 
of the progressive changes of society on the prices of 
consumption goods are too uncertain to work with; in 
most cases we could not tell what sign or direction such 
changes would take. Even the definite goal of the 
changes in regard to conditions of production itself 
must be left out of account. The reasoning in regard to 
normal distributive shares is useful and necessary; but 
it must be taken as relating only to tendencies at any 
time, and not mapped very far ahead, much less 
followed out to any ultimate goal. 

And in the field of primary valuation, the significant 
view is that of static or normal price with these 
things supposed fixed in the state they are in at the 
moment. Dynamic movements or secular changes are 
separate problems of little practical significance here. 
It should be seen, however, as Marshall apparently 
fails to do, that this problem of secular changes in 
normal " primary " prices is identical with that of 
normal levels of the distributive shares. At any rate, 
tho his analysis is not altogether inconsistent with this 
view, he does not point out their identity, while Pro- 
fessor Clark's treatment involves definite confusion of 
the relations involved. His theory of normal price in 
the distribution field must be rejected, tho it is appli- 
cable to the practically more important problem of 
subdistribution, the normal remunerations of par- 
ticular agencies, or labor and capital in particular 
uses. Clark's own position, as more fully developed 
in his Essentials of Economic Theory, is in fact a 
definite argument against the reality of any normal 
level of the distributive shares, an argument for per- 
petual progress. 
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In this respect there is an interesting contrast be- 
tween Clark's " static state " and the " stationary- 
state " of Mill, which is in fact a theory of normality in 
distribution, as the former is not. The " static state " 
is a mere logical expedient which the author's main 
argument is an attempt to prove could never corres- 
pond to the facts. Mill, on the other hand, thought of 
the stationary state as an imminent reality, not an 
arbitrary supposition but a naturally static condition 
on the verge of which society always hovers. 1 If this 
were descriptive of reality, the theory would constitute 
a basis for a theory of normal wages and interest, 
which would be valid in a sense and to a degree which 
it cannot be as the facts stand. The conception of 
society as always hovering on the verge of a goal which 
always flies before us, however, shows the operation of 
" other things," supposedly outside the pale of economic 
analysis. About these Mill was not very explicit, and 
we have seen that in fact they cannot properly be left 
out of account as non-economic in character. 

As the foregoing analysis has necessarily been some- 
what intricate as well as long, a brief recapitulation of 
its main contentions may be useful. Logical thinking 
is possible only through abstraction, and if economic 
theory is to have the status of a deductive science, some 
formulation of ideal tendencies in the competitive proc- 
ess is necessary. The more important concepts needed 
are a simplified view of the situation in a market 
at a given instant and a cross section of the whole 
economic system viewed as a process in time, showing 
the theoretical final equilibrium of the forces at work. 
The first is supplied by the theory of " market price " 
and the second by that of " normal price," both of 

1 Principles of Political Economy, Ashley edition, p. 746. 
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which have always been recognized in the literature of 
the science, but are still in need of more precise defini- 
tion and distinct separation, especially in the field of 
secondary valuation or distributive theory. Distribu- 
tion is found to call for the same conception of market 
price as primary value theory; the current analysis is 
defective in neglecting the limited but real variability 
of the supply of productive services with price at a 
moment, and in seriously underestimating the potential 
elasticity of demand under actual conditions. 

In regard to normal price, quite different formulations 
of the idealizing hypothesis are necessary in the two 
branches of value theory. Normal primary values, or 
prices, properly assume as fixed the existing conditions 
of supply of productive services (as well as the ultimate 
conditions of demand in the society). Normal prices 
here are those which would result from a natural dis- 
tribution of existing resources in relation to the existing 
demand. But to apply this assumption in the field of 
distribution, is obviously to preclude any natural re- 
adjustment whatever, an error which appears to be 
involved in the definition of the " Static State " of 
Professor Clark and to necessitate its rejection as a 
working concept of normality. 

A critical examination leads to the conclusion that it 
is impossible to lay down conditions under which the 
supply and price of productive services should approach 
a static or equilibrium level. The conditions of supply 
and of demand are too closely inter-related ; the amount 
of readjustment necessary is too great and the rate at 
which it naturally takes place too slow; and not only 
are the " extra-economic considerations " from which 
abstraction must be made relatively potent and quick 
in action, but finally and most important, they are not 
really extra-economic, but yet cannot be reduced to 
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price functions ; they are tied up with price in indeter- 
minate ways and can neither be neglected nor theoreti- 
cally taken into account. It is not possible to assume 
that certain elements of the situation are to remain 
fixed while others adjust themselves to them. Mar- 
shall's equilibrium levels of wages and interest are 
therefore valid only as definitions of conditions under 
which equilibrium would obtain. The concept is useful 
and necessary, but must not be taken as giving an indi- 
cation of the goal or even the direction of actual change. 
It follows that the concept of normality in the distribu- 
tive field cannot be validly used in formulating theories 
of a more ultimate normality, or even of " dynamic 
movements " or " secular changes " in the prices of 
consumption goods. 

F. H. Knight. 

The University of Chicago. 



